China's stunning economic performance for the past three decades was not only unexpected but contradicts much received wisdom in the study of development. Four paradoxes posed by China's record are critically examined: (a) China's traditional culture and institutions as obstacles to development; (b) the necessity of big bang comprehensive reforms to transform a centrally planned economy into a market economy; (c) the perils of state-directed economic development (especially when the state is composed of lifelong communist bureaucrats); and (d ) the necessity of getting the institutions right in order to foster development, particularly by establishing secure private property rights. Reasons why China was able to defy expectations and the received wisdom and develop so successfully are discussed. The Chinese case indicates that countries cannot succeed at development by a standard cookbook approach but must tailor their development policies and institutions to their distinctive history, potentials, and limitations.
For the past three decades, China has experienced an extraordinary economic boom. Economic growth rates averaging close to 10% a year have been maintained despite serious bumps in the road, such as foreign sanctions after the 1989 Tiananmen massacre and the 1997 Asian financial crisis. Hundreds of millions of mostly rural Chinese citizens have been lifted out of grinding poverty, and rapidly growing middle and wealthy classes now enjoy consumption levels that are approaching First World standards. Multiple other indicators convey the spectacular successes of China's economic boom. For example, China went from having negligible foreign direct investment at the time Mao Zedong died in 1976 to being the developing world's largest recipient of foreign direct investment in recent years. China in the same period went from having essentially zero foreign exchange reserves to having the world's largest accumulation (with close to US$2 trillion in 2008). The country that in 1958 provoked a combination of pity and amusement with its failed attempt to use backyard steel furnaces to catch up with Great Britain in steel production has since the mid-1990s been by far the world's largest producer of steel. Similarly, China went from producing limited ranges of very unstylish clothing (Would you like your Mao-jacket and pants in blue, gray, or olivegreen?) to being the major provider of inexpensive but relatively stylish clothing marketed around the world; a nation that had virtually no privately owned cars in 1976 now has more than 9 million sold each year, with more Buicks purchased annually by Chinese consumers than by Americans. As a symbolic tribute to China's development success, when the World Bank appointed a new chief economist in 2008, the post went to a Chinese researcher, Justin Yifu Lin, rather than to a Western economist (although having a PhD from the University of Chicago may have helped).
What are the explanations for China's dramatic turnaround and spectacular economic successes of recent decades? This success was unexpected at the time China's reforms were launched in 1978. After all, who would have thought that lifelong communist bureaucrats could successfully direct the transformation from an increasingly inefficient centrally planned system to a vibrant market economy? In multiple respects China's approach to economic development contradicts received wisdom on how to pursue growth. In reading the existing literature on economic development, one thinks of the analogy between China's economic performance and the bumblebeeby all rights it should not be able to fly, but nonetheless it does, and in fact it soars spectacularly! By considering briefly several strands of past research on China and economic development, and then by examining key features of China's approach in the post-1978 period, this review attempts to contribute to an expanded debate about economic development possibilities in the contemporary world. The primary generalizations to be critically examined here in light of China's experiences are the following:
China's traditional institutions and culture as obstacles to economic development; The need for comprehensive, big bang market reforms in order to successfully dismantle a centrally planned socialist economy; The necessity of undergoing a dual transition from state management to markets and from autocracy to democracy, while avoiding a variety of perils of statedirected economic development; The imperative to get the institutions right by adopting the institutions and policies required in a modern market society, particularly secure private property rights.
FROM DEVELOPMENT FAILURE TO DEVELOPMENT SUCCESS
The first paradox concerning China's recent economic boom is that this is the society about which a considerable literature accumulated over the years as a case study in economic development failure-indeed, failure not once but twice. The first failure involves the fact that, although China was in many respects more developed than Western societies until as late as the eighteenth century, subsequently it was England that launched the industrial revolution, while China failed to do so. The second failure involves the fact that when both China and Japan were presented with military and economic challenges from Britain and other Western powers in the nineteenth and early twentieth centuries, Japan rose to the challenge through reforms that launched it on a path to becoming a modern industrial power, while China failed to do so. How did a country that was a case study of economic development failure become so successful, and what does this turnaround say about the assertions in the existing literature?
The most famous analysis of China's first failure was, of course, developed by Max Weber in works such as The Protestant Ethic and the Spirit of Capitalism (1930 Capitalism ( [originally 1905 and The Religion of China (1951 China ( [originally 1915 ). Weber contended that although Chinese culture was in many ways sophisticated and imbued with a fairly high level of rationality, it nonetheless was in key respects deficient in the institutions and values necessary to allow modern capitalism to arise-for example, with a culture stressing reverence for the past, stability, and harmony rather than openness to change and the pursuit of individual selfinterest; denigration of merchants and weak development of urban political autonomy and social classes; strong family obligations that generally trumped rational economic calculations; and weak development of scientific experimentation and rationality (all in comparison with preindustrial Western Europe, and with England in particular). This intellectual tradition is still very much alive-for example in the recent works of David Landes (e.g., Landes 2003) on the advantages Western Europe gained from greater historical skill at, and comfort with, technological tinkering and scientific experimentation.
Not all explanations of China's first failure at economic development adopt this cultural deficiency framework, however. Elvin (1973) coined the term "high level equilibrium trap" to refer to his claim that the late imperial Chinese commercial system was so sophisticated and responsive to changes in demand and supply that severe shortages and bottlenecks that might have stimulated technological breakthroughs (for example, a shift from household weaving to factory textile production) were avoided. Thus, for Elvin, China was a victim of its own success in constructing over the centuries a highly effective and responsive preindustrial economic system. A more recent critique of the cultural deficiency approach to explaining China's first failure at development has been presented by Pomeranz (2000) , whose argument in oversimplified form says that England had two key resources that China lacked-coal and colonies. China did have ample coal deposits, but unlike England these were located far away from the coastal cities where textile and other factories might be established, and China lacked any means to transport the coal from the interior to the coast quickly and cheaply. In addition, English colonies provided both manufacturing inputs and finances to fuel growing factories without putting excessive burdens on the domestic population.
Works dealing with China's second failure-her inability to match Japan's economic response to the West in the nineteenth and early twentieth centuries-generally can also be divided into those that take a cultural deficiency approach and those that do not. In terms of the former, Bellah (1957) argued that by historical chance Japan was endowed with a rough functional equivalent of the Protestant ethic in its own samurai code and that, through reforms that eliminated Japan's feudal estates, that society was able to turn many former samurai toward becoming entrepreneurial merchants. By implication, China was less successful in responding to the West because she lacked the cultural basis for a constructing a new and proud entrepreneurial class. Levy (1955; see also Rozman 1981) argued that Japan benefited from having stronger merchant family traditions than China as well as from key differences in traditional family patterns. Specifically, Japanese families, unlike the Chinese with their custom of partible inheritance, had to settle on a male heir to succeed the father as head of the main family. Although most often the oldest son became the family head, if that son was deemed insufficiently capable, another son could become the chosen heir, or in some cases the family would even adopt a boy from outside to become the heir in preference to their own biological sons. Thus, for Levy, in the Japanese family system competence trumped kinship, rather than the other way around as he claimed was the case in China.
Again, other works adopt alternatives to cultural deficiencies to explain the second failure of China to develop. In particular, the weakness, incompetence, and venality of successive governments in China in the period 1840-1949 and the prolonged and damaging distractions caused by political chaos, warfare, and foreign invasion posed severe obstacles to any successful response to the West (see Coble 1980 , Feuerwerker 1977 , Perkins 2004 , Rawski 1989 ), a situation that contrasts sharply with Japan's experience of state strength and greater political stability in the same period.
Studies of the sort cited here have been sharply criticized in recent years. Some of the criticisms challenge whether the first question posed-Why did the industrial revolution occur in England rather than in China?-is a reasonable or useful question in the first place. However, the most frequent criticism is a fairly obvious one: that track records of economic development since 1950 make the idea of Chinese cultural deficiencies implausible. The most dynamic region in the world economy in this period has been East Asia, and the successful cases either are mainly Chinese (Taiwan, Hong Kong, Singapore, and now China), or share with China a strong tradition of Confucian values ( Japan, South Korea, Vietnam). These successes do not, of course, explain why it was England and not China that developed modern capitalism first. However, they do very much undermine the case that China's second failure at development was due to cultural deficiencies.
Indeed, the predictable result of East Asian development successes has been the appearance of a new genre of revisionist accounts in which the cultural advantages shared by Chinese societies help to explain their recent developmental success (see, for example, Arkush 1984 , Gates 1996 , Harrell 1985 , Redding 1990 , Wong 1998 . In some instances, the same set of traditional institutional arrangements and values that were previously described as an obstacle to development have been reinterpreted as an engine of development (see Whyte 1996 on Chinese family patterns). One recent study of the strong market and business orientations present in ordinary Chinese villages over the centuries makes the following claim: "The argument is a statistical one. Take two populations of children with similar distributions of intelligence and access to schooling. One population is reared in Chinese villages; the other, in some other cultural venue (medieval Europe, contemporary Bihar or Bangladesh) at a similar level of economic development. The hypothesis is that, upon maturity, the former population will display a stronger array of market skills and accomplishments than the latter" (Rawski 2007, p. 103 
HOW TO CARRY OUT MARKET REFORMS OF A SOCIALIST ECONOMY
The second paradox under scrutiny here is that China's approach to reforming its centrally planned economy after 1978 contradicts the advice of most economic experts about how this should be done. In oversimplified form, this has been posed as a debate between a big bang approach (also called shock therapy) to dismantling a centrally planned economy and a more gradualist or step-by-step approach, with Eastern Europe pursuing the former approach while China stuck to the latter. The big bang approach entails dismantling all elements of centrally planned socialist institutions as quickly as possible and replacing them with the institutions of a capitalist economy through privatization of property and enterprises, freeing prices and allowing them to be set by market forces, establishing stock markets, reducing or eliminating monopolies and subsidies and fostering market competition, opening the economy to the outside world, making the national currency convertible, and so forth. The gradualist approach entails adopting some market-oriented reforms while maintaining intact much of the socialist planned economy for an extended period of time. For example, in the Chinese case agriculture was subjected to market reforms 1 It should be noted that China's second failure was only relative, not absolute. During the few relatively peaceful periods in the first half of the twentieth century, Republican China registered important progress in industrialization, transportation, and popular consumption (see Rawski 1989) , and by most economic development indicators the People's Republic of China was considerably more developed in 1978 than it had been in 1949 (see, for example, Howe 1978; Naughton 1991 Naughton , 2007 , with a growth rate of roughly 4% per year between 1957 and 1978 (Perkins 2004 . In terms of the latter period, as in other centrally planned economies, this progress was reflected much more in industrial production, transportation, and access to education than in consumption of food and consumer goods. before urban state industry was, but even in agriculture land was not (and still has not been) privatized, even as family farming and private enterprise activity were allowed for the first time since the creation of Chinese socialism in 1955. Early on, Chinese enterprises were opened up to some kinds of foreign investments (and in certain locales) but not to others, China's newly created stock markets remain state dominated and heavily regulated affairs, and China's currency is still managed rather than freely traded in global currency markets.
Why did most experts advocate the big bang approach? The most articulate critic of gradualism was Hungarian economist Janos Kornai (see Kornai 1990 Kornai , 1992 , although his thinking was widely echoed by economists in the World Bank and in Western academic institutions, some of whom played key roles as advisors to East European governments launching postsocialist transitions after 1989. There were two main problems with a gradualist approach, according to Kornai and others. First, the continued operation of a substantial portion of the economy under the centrally planned system would sustain the irrationalities and inefficiencies of that system while sending out the wrong signals to influence decision making in the new market-oriented and privatized sectors of the economy. In other words, the primary efficiency gains expected in a market system would be undermined insofar as a significant planned economy sector continued to operate. The second major problem was that the prolonged coexistence of both planned and market sectors of the national economy would open up excessive corruption opportunities, as powerful individuals in the planned economy could use their control over fixed-price resources in that sector and over opportunities in the market sector to engage in rent seeking and profiteering. So Kornai and others argued it would be better to make a full transition to a market system as rapidly as possible so that the efficiency benefits of such a system could be fully realized (see also Murphy et al. 1992 , Sachs & Woo 1994 ; for a contrary view, however, see Stiglitz 1994).
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Why did China not follow expert advice and pursue a big bang approach? First there was simply the question of timing. China launched its market reform program in 1978, before market reforms were even on the agenda in the Soviet Union and Eastern Europe.
2 Because nobody at the time saw the possibility for centrally planned socialist economies to be transformed into market economies, an orthodoxy about how to engineer such a transformation had not yet emerged.
However, perhaps the major reason China defied the experts is that a big bang comprehensive approach to market transformation was not feasible politically in China in 1978. Any attempt then to comprehensively replace centrally planned socialism with market institutions would have generated enormous resistance within the Chinese party and state bureaucracy that would have had to implement such changes, resistance based upon decades of indoctrination in, and dedication to, establishing socialism. After all, economic reforms in Eastern Europe followed in the wake of the collapse of Communist Party rule, whereas in China economic reforms were launched in the hope of staving off such a collapse. But how to carry out the market transformation of a planned economy in a socialist society still ruled by a Communist Party was a tricky proposition. Only a partial and gradual approach to market reforms was feasible, an approach premised on a strategy of demonstrating the superior performance of those sectors freed from the planned system and thereby generating increased support for widening the scope of market 2 To be sure, some parts of Eastern Europe, and particularly Hungary, had begun modest experiments with allowing market activity to supplement the socialist planned economy as early as the late 1960s. However, none of these efforts aimed at the eventual dismantling of the centrally planned socialist system the way the Chinese reforms after 1978 did (see Szelenyi 1988) . It is unclear, though, whether Deng Xiaoping initially envisioned market reforms going as far as they eventually did under his leadership. The nature of the market institutions China was trying to develop was also not clear initially, and the leadership was definitely not trying to copy Western market institutions wholesale. distribution.
3 Even then (and still today) these changes had to be ideologically justified in terms of fig-leaf formulas such as socialist market economy.
Even if a comprehensive approach to market transformation was never in the cards in China, larger questions remain: Why did China's strategy of partial and gradual reforms work so well despite the warnings of economic experts, and why in contrast was the big bang approach so much less successful when it was tried in Russia and Eastern Europe? No attempt is made here to answer this second question beyond saying that advocates of the big bang approach did not recognize sufficiently the virtually insurmountable obstacles to creating the full panoply of market institutions quickly and the potentially disastrous consequences that would ensue during the chaos created by attempting to do so (seen most glaringly in the way Russian privatization of state industrial assets created new capitalist oligarchs).
4 Political problems also contributed to the chaos: The collapse of rule by communist parties and of state authority generally and the relative weakness of new, multiparty political institutions made it difficult to implement and enforce market transition programs, whether big bang or otherwise.
China's economic success by following a gradualist approach was based upon several elements. First, the top Chinese leadership demonstrated a firm commitment throughout to proceed forward step by step with market reforms and not to permit significant reversals back toward central planning, even when faced with serious economic problems and grumbling by some leftist officials and intellectuals about the abandonment of socialism (as in the wake of 1989). This steady determination to push ahead and, as Deng Xiaoping put it, to cross the "river" of market reforms by stepping from stone to stone (despite not having figured out how to complete the journey) signaled to society and to the bureaucratic agents responsible for implementing policy changes that everyone's future depended on making the newly freed market-oriented institutions work and on benefiting from them rather than, say, smothering them at birth. Obviously the fact that, unlike in Eastern Europe, Communist Party rule and state authority did not collapse in China gave credence to these new policy directions.
China also benefited from its particular strategy of implementing partial market reforms. China primarily followed an approach that one scholar (Naughton 1995 ; see also Naughton 2008a) has called "growing out of the plan." In essence, this involved initially preserving most elements of the planned economy with relatively little change while allowing and actively encouraging the growth of previously prohibited forms of market-based economic activity, such as family farming, private enterprises, private marketing activity, and foreignowned and joint venture firms. These new economic undertakings had to operate and try to succeed in a competitive market environment, and as they did so they relatively quickly began to attract labor power, diligent work efforts, and entrepreneurial energy that had been stifled under the rigid form of socialism that characterized the late-Mao era. 5 As a result of the Cultural Revolution launched in 1966, Mao and his radical colleagues imposed a more restrictive form of socialism than existed in the Soviet Union or Eastern Europe. For example, members of the urban work force worked for fixed wages that did not change for many years, with no bonuses or other material incentives allowed. In rural people's communes, villagers were expected to focus on collectivized labor in the fields and were generally prohibited from engaging in family businesses, making handicrafts for sale, or marketing produce in the cities, and they were even discouraged from selling produce from their private plots in nearby rural markets. One might consider the enInitially, these market activities were mainly centered in rural areas and in the Special Economic Zones that China created to attract foreign investment after 1979, sequestered economic sectors where they could develop to a considerable degree independently of the then still dominant and mainly urban planned economy. Arguably, the nature of the Chinese economy at the time made it easier to introduce reforms partially there. A country that was still roughly 80% rural made it possible to experiment with market reforms in agriculture, whereas the economies of the Soviet Union and Eastern Europe were dominated much more by the inefficient and mainly urban firms of the planned economy, where introducing market distribution was more difficult (Woo 1999).
6 As these market-oriented sectors of China's economy began to show their potential to raise output and incomes (e.g., with rural incomes growing at an unprecedented rate during the first half of the 1980s, lifting millions of farmers out of poverty, and with large infusions of foreign investment arriving to fund nonstate firms as well as joint ventures) they served both as a powerful demonstration of the potential of widely shared gains from market-oriented economic entities and as a growing source of competition that highly inefficient state-owned enterprises would eventually have to face.
Market incentives did not remain confined to the nonstate sector, and here the dual pricing system approved by Chinese authorities by 1985 is important (Byrd 1987 , Wu & Zhao 1987 . As an increasing number of goods and services became subject to market prices, even trepreneurial energy and hard work visible after market reforms were introduced not simply as a manifestation of the centuries-old market and business orientations referred to in the earlier quotation from Rawski, but also as akin to a compressed spring that has finally been released and allowed to bound skyward. state enterprises could use slack resources to produce for the market once they had met their planned production targets. The fact that market prices were almost always considerably higher than planned prices for the same commodities provided strong incentives for state firms to reorient an increasing share of their activity toward the market. China's dual price structure thus made it possible to avoid the danger of responding to the wrong signals, which was discussed by advocates of the big bang approach, and it also provided increasing pressure on state firms to reorient their priorities from plan to market.
The Chinese reforms also benefited from a recognition that there was a mismatch between the nature of economic institutions inside the plan and China's economic endowments. Despite the fact that China's primary economic resource was inexpensive but disciplined labor, the socialist economy had followed the Soviet path of emphasizing capital-intensive heavy industrial firms, an approach Lin (2007) refers to as "comparative advantage-defying." By allowing new economic activity to spring up outside of the plan, primarily in labor-intensive consumer-goods enterprises and services, China was switching to what Lin terms a "comparative advantage-following" approach to development that contained much more potential for fostering growth.
This strategy of market reforms promoted mainly by growing out of the plan turned out to have another very important consequence that contributed to the success of the Chinese approach. In theory, a comprehensively marketreformed system might have worked better than China's combination of planned and market economies of the 1980s and early 1990s. However, as already noted, the process of trying to get to that goal in Russia and Eastern Europe produced massive disruption and significant loss of income and benefits for much of the population in the interim. As a result, popular resentments about the consequences of dismantling socialist institutions were generated (see Kluegel et al. 1995 , Mason & Kluegel 2000 . In contrast, China's dual track strategy of allowing market institutions to develop while temporarily maintaining the planned economy led to something approximating "reform without losers" initially (Lau et al. 2000) . In other words, those who participated in the newly released market sectors generally gained in the process, while those remaining dependent on the planned economy were to a considerable extent protected from major losses, creating what economists refer to as a combination of economic efficiency and Pareto-improving distribution. China avoided throwing large numbers of people out of work and into poverty during the initial transition, and popular resentments about the market transition have been substantially lower than in Eastern Europe (Han & Whyte 2009 , Whyte 2010 .
To be sure, China has not by any means avoided some of the problems that advocates of the big bang approach pointed out, and official corruption facilitated by China's dual-track approach to reform has been an endemic problem (see Lu 2000 , Manion 2004 , Yang 2004 . However, given the rampant corruption in Russia and some other parts of Eastern Europe (Goldman 2003), it is not clear that the big bang approach is to be preferred even on that score.
Since about 1994, China has entered a new phase in market reforms, with the state vigorously requiring state-owned enterprises to implement market reforms if they are to survive (see Naughton 2008a) . Large numbers of employees of the formerly planned sectors of the economy have lost their jobs and benefits since that time, so that the phrase "reform without losers" no longer applies. However, by that point the market-oriented sectors of the economy were not only sufficiently established but increasingly dominant, so that China's future economic success came to depend on the ability of all enterprises, whatever their original institutional form, to operate successfully in a competitive, market-oriented, and global environment. Since about 2000, market exchanges and prices have organized most of the Chinese economy, a situation symbolized by China's accession to the World Trade Organization in 2001.
To sum up, China did not have either the desire or the realistic option of pursuing a comprehensive, big bang approach to market reforms starting in 1978. The particular strategy adopted of introducing market reforms partially and gradually, while not devoid of predicted problems such as corruption, turned out to have a number of benefits not recognized initially by Western economic experts, whereas comprehensive reforms turned out to be much more difficult to carry out than such experts realized (see also McMillan & Naughton 1992 , Rawski 1999 . In retrospect, China appears fortunate not to have listened to experts telling them that their gradual market reform strategy would fail. 
THE STATE, POLITICAL CHANGE, AND ECONOMIC DEVELOPMENT
There are multiple paradoxes that involve the relationship between political institutions and economic development in China, only a few of which can be considered here. The most widely discussed question is whether economic development inevitably promotes the democratization of authoritarian systems (Acemoglu & Robinson 2006 , Lipset 1994 , Przeworski et al. 2000 , Wejnert 2005 , and if so whether this is happening in China. Although the past political transitions in Taiwan and South Korea are often cited in support of the growth-democratization causal link in East Asia, there is little sign of this happening yet in China. The Chinese Communist Party (CCP) remains firmly in control and prohibits any potential opposition voices from finding political space, and China's new private business tycoons seem quite content to support Party rule, rather than pressing for political change (Dickson 1997 (Dickson , 2003 (Dickson , 2008 . If the effort to succeed in today's global marketplace promotes and requires a dual transition to market distribution and democratization (Centeno 1994) , then China again is defying expectations. However, the focus here is on the reverse side of this causal relationship: To what extent have China's political institutions and the role of the state been major contributors to China's recent economic success versus important impediments?
In regard to this question, the existing literature on economic development throws up multiple warning flags about the potential dangers of a major state role in guiding economic development. There is the danger of a predatory state or a state that creates a kleptocracy, as in Goldman's (2003) phrase, the "piratization" of Russia (see also Ding 2000 on illegal asset stripping of state firms in China). There is the danger that even a well-intentioned developmental state will be ill equipped to make good decisions in a rapidly changing and complex global economy. The result may be bad decisions, wasted resources, and disappointing growth or even a national disaster, as in China's Great Leap Forward campaign of 1958-1960, which led to more than 30 million excess deaths and a severe economic depression (Yang 1996 ; on the general phenomenon, see Scott 1998) . There is also the danger of the close relations between government and business evolving into crony capitalism, with financial resources squandered on misguided business ventures of the well connected, while promising small and new ventures of those without state patronage are starved for financing. Some analysts assert that crony capitalism was a primary cause of the Asian financial crisis of 1997 and suggest that the developmental states of Asia are particularly prone to this disease (see Kang 2002 , Lim 1998 . At the level of the enterprise, the particular problem generated by state encouragement and patronage is a tendency toward "soft budget constraints" (a phrase coined by Kornai 1980 Kornai , 1992 that allow inefficient firms to survive rather than face the hard budget constraints of unprotected competition in the marketplace.
Even those not persuaded that the multiple perils of state guidance of the economy make a minimalist role of the state necessary recognize the difficulty of determining what makes for a positive versus a negative government role. For example, Evans (1995) recommends a relationship of "embedded autonomy" between the state and business elites, but discusses how difficult it is to find and maintain the desired balance implied by this formula. The difficulties became even more apparent in 1997 when South Korea, heretofore lauded as a success story for striking the right balance, was badly affected by the Asian financial crisis and was described by critics as a clear case of the dangers of crony capitalism (e.g., Kang 2002).
In any case, one would have thought that China was particularly ill prepared to become a positive model of a successful developmental state. This was, after all, a society with a recent history of persistent and even monumental mismanagement of the economy (see Naughton 1991) . Furthermore, as noted at the outset of this essay, China had in 1978 a political system led by lifelong communist apparatchiks who presided over a bureaucracy largely composed of poorly educated but politically loyal and obedient officials whose career success did not depend substantially on economic expertise or performance. In other words, this was hardly the highly trained technocracy that is widely given credit for the success of other East Asian economies (Amsden 1989 , Johnson 1982 , Wade 1990 , not to mention the Weberian rational state that has been conducive to economic growth more generally around the world (Chibber 2002 , Evans & Rauch 1999 .
Nonetheless, the introduction of market reforms and guidance of the economy in China since 1978 have clearly been primarily topdown, state-driven processes.
7 How and why has the Chinese economy been able to be so successful despite developing under the very visible and often heavy hand of the state? Part of the explanation is that China had models close at hand in East Asia of developmental states that 7 The primary exception to this generalization is an important one. The rural reforms that in some sense launched the reform process were initiated by the relatively spontaneous decollectivization efforts of Chinese farmers in depressed locales, efforts that were only gradually and at first somewhat reluctantly approved by central authorities. Subsequently, the government's attitude changed, and decollectivization was made virtually mandatory throughout rural China (see the discussion in Yang 1996, Zweig 1997).
successfully guided market-oriented development, models that could be studied and adapted to Chinese conditions. The world had changed drastically since the 1950s, when China had looked to the Soviet Union as a model of successful socialist development and had adapted Soviet institutions and policies to Chinese conditions (and when Japan and the East Asian tigers had not yet begun their dramatic rise). By the 1980s, the planned socialist model was recognized as a dead end, but China could turn to East Asian neighbors for models of how to organize a high-growth, market-oriented economy with a potential for rapidly improving the living standards of the population. China was trying to repeat the strategy used earlier by the Asian tigers in following the example of Japan, a process referred to as the "flying geese" approach to development (Sugihara 2003 , Vogel 1991 .
This borrowing is usually thought of primarily in terms of China shifting from capitalintensive autarchic development to more laborintensive production of consumer goods for export. However, equally important were the major structural changes in the political and administrative system. The latter changes belie the common perception that China's strategy involved reforming economic institutions while leaving its political system unchanged. The overhaul of the political system involved a large number of elements that have had a very substantial cumulative effect, only a few of which can be discussed here.
One important change was a rapid and thorough transformation in the personnel recruitment, promotion, and incentive practices at all levels of the party and state bureaucracy. The unsuitability of a large portion of the existing bureaucratic personnel to manage firms and governments and promote market-oriented development was recognized, and a dramatic shifting of gears occurred as younger and better educated people were recruited to replace poorly educated but politically loyal officials at all levels (see Eldersveld & Shen 2001 , Li & White 1990 ). The People's Republic of China implemented, for the first time, a mandatory retirement system for officials, clearing the way for younger officials to rise (Manion 1993). The Chinese state was rapidly transformed from a "virtuocracy" (Shirk 1984) to a meritocracy, with even the top party leadership now composed mainly of college educated technocrats, particularly alumni of China's prestigious Tsinghua engineering university (Li 1994) . China also repudiated the late Mao-era prohibition on material incentives and adopted a quantitative system for assessing and rewarding local officials, using economic development success as the primary indicator for determining compensation. Those leaders of localities or enterprises that performed well economically were given sizeable monetary rewards in recognition of this success (Naughton 2008b , Oi 1992 .
Another important component of the reforms of the state administrative system was the combination of administrative decentralization and altered financial regulations that fundamentally changed the nature of the state's administration of the economy. Large numbers of formerly centrally administered state enterprises were transferred to provincial and lower levels of administration (building on decentralization waves of the Mao era), and, starting in 1980, subordinate governments entered contractual agreements with higher levels specifying the amount of revenue the lower level had to turn over to the next higher level. Remaining and additional budgeted revenue and any new extrabudgetary funds generated by the lower levels did not have to be remitted to higher levels as had been the case before, but could be used locally to stimulate economic development, supply public goods, and for other purposes. Similar arrangements were adopted for production enterprises in their relations with their supervising levels of government, and in addition enterprise responsibilities for pensions and other welfare benefits for their employees and retirees began to be taken over by pooled funds supervised by local governments in a move designed to allow enterprises to concentrate on their core economic activities. Although these arrangements were not enshrined in any formal changes in constitutional arrangements, they quickly acquired a durability that reassured lower levels of government and the enterprises they supervised that they were safe from demands from higher levels for increases in financial "contributions" (see Montinola et al. 1996 , Naughton 2008b , Oi 1992 ). Montinola and colleagues (1996) characterize the altered administrative system as "market-preserving federalism," although "market-preserving decentralization" might be more accurate, given the absence of any formal federal structure of the Chinese political system.
As a consequence of these changes, local governments and enterprises were provided with a relatively secure set of administrative and fiscal arrangements that enabled them to concentrate on pursuing new market opportunities and developing their economies with assurance that, if they were successful, most of the increased revenue generated could be used locally to generate more of the same, not to mention financial rewards for those in charge. Firms and local governments also knew that if they lost money they would no longer be bailed out by higher levels, thus forcing them to face market competition in a structure imposing relatively hard budget constraints. Localities and enterprises that were relatively slow to pursue new market opportunities could readily observe how they were falling behind the prosperity of their neighbors, and the resulting envy stimulated increased efforts to copy the successful market-oriented policies and institutions of front-runners (Vogel 1989). The combination of financial rewards for local officials for success in economic development and increased public revenues generated by local firms provided powerful incentives for quickly adopting practices suited to operating in the new market environment (Walder 1995) . The hectic market competition among local firms and governments unleashed by these changes was a fundamental source of China's new economic dynamism.
A particularly dramatic manifestation of the impact of the changed administrative system involves the growth and changing organizational forms of China's township and village enterprises (TVEs). In the late Mao era, rural industry was burdened by restrictions and generally allowed to produce only tools, cement, and other products to serve the needs of the local community, and as a consequence there were relatively few workers employed in rural factories nationwide prior to 1978 (see Perkins 1977) . The combination of altered administrative and financial systems with new market opportunities-to produce goods for the long-deprived domestic market, to export products to overseas markets, to attract investment funds from Hong Kong and other outside sources, etc.-stimulated local governments to scout out new opportunities and establish local factories to meet those opportunities. The local factories were major contributors to growing out of the plan (Naughton 1995) , and initially they were mostly run and financed by local governments, an arrangement that one researcher terms "local state corporatism" (Oi 1992 (Oi , 1995 . The dramatic rise of TVEs resulted in the employment of over 100 million workers by the early 1990s and a situation in which close to 30% of China's total industrial output was produced by this sector (Naughton 2007) . The dynamic growth and increasing national importance of the TVE sector in the 1980s and 1990s belie the expectation that government-run firms are unlikely to produce robust economic development.
However, as the competitive field of TVE production became more crowded, and as some local assessments of market opportunities failed to pan out, a rising portion of TVEs began to suffer financial losses, losses for which their supervising local governments were responsible. Those governments recognized the risks to which they had exposed themselves in their rush to benefit from market reforms, and relatively quickly they adapted to the situation by pushing privatization of TVEs, as well as by closing unsuccessful firms that no private manager would agree to take on (Oi 1999 , Ruf 1999 . By the mid-1990s the great bulk of TVEs had been transformed into private enterprises, with their owners responsible for profits and losses, but with local governments still benefiting in the former instance from receiving their agreed share of firm profits. 8 There is not space here to discuss many other aspects of the state's role in guiding China's economy. However, one point should be stressed in relation to the previous literature and the example of other East Asian economies. China has placed less emphasis than other East Asian developmental states on the central government's role in formulating industrial policy, picking winners in emerging new technologies, or protecting favored enterprises, in the manner of MITI in Japan ( Johnson 1982) and state support for chaebol in South Korea (Amsden 1989 , Lie 1998 . Rather, as noted earlier, much of the initial economic growth occurred via the efforts of private, TVE, foreign, and other firms to grow out of the plan. The role of the state in pursuing this strategy was mainly to remove regulatory obstacles and establish institutions to provide positive market incentives and foster competition to facilitate the growth and success of these new firms (Naughton 1995) . So, for example, a tremendous effort over the years has been devoted by the state to attracting foreign direct investment-through establishing Special Economic Zones with reduced taxes and other inducements, through rapidly developing legislation governing and protecting foreign investment and repatriation of profits overseas on attractive terms, and in general through trying to enhance the business climate and overcome barriers to further development of markets. China's difference from earlier East Asian tigers in this respect is only relative, given 8 Since the mid-1990s, the TVE sector has not been growing as rapidly as before. In recent years, employment has leveled off at around 140 million workers in this sector (Naughton 2007) , and TVEs now play a less prominent role in China's economic growth. One additional reason for TVE privatization was the 1994 fiscal reforms that allowed the central government to recapture a larger share of locally generated revenues, thus making TVEs less attractive cash cows for local governments.
that the central government has clearly favored and promoted some industries and technologies (e.g., military-related industries, automobiles). And where there has been direct state support of specific economic sectors and activities, endemic problems are visible, such as residual crony capitalism tendencies for most state bank loans to continue to be channeled to large state enterprises and used to support investments of often questionable value and profitability. [See the critique in Lardy (1998), Nee & Opper (2007) , Wu (2006) ; however, several researchers, including Guthrie (1998 Guthrie ( , 1999 and Keister (2002) , contend that these tendencies are declining over time].
In sum, the Chinese party/state has been in the driver's seat in directing the development process in China. However, the approach taken by Deng Xiaoping and subsequent reformers has been to use the power of the state primarily to promote markets, foster competition, and stimulate market-oriented incentives, rather than to try to pick winners and favor investment in those firms with the closest ties to the state. To promote market-oriented development, fundamental changes have occurred in how the Chinese state is organized and operates, although pressures for democratization have been strongly and so far successfully resisted. Although there have also been recurring problems with corruption, crony capitalism, and other predicted costs of heavy state involvement, on balance the Chinese experience since 1978 is mostly an example of a very successful developmental state.
GETTING THE INSTITUTIONS RIGHT?
The fourth and final paradox to be discussed here is the widespread belief that a key, or perhaps even the key, to successful economic development is "getting the institutions right" (see Rodrik 2007, chapter 6). There is a rich literature devoted to this topic, ranging from Adam Smith and others down to Ronald Coase (1988, 1992) , Douglass North (1990 North ( , 1995 North & Thomas 1973) , and many others in recent times. Why does this literature say it is important to get the institutions right in order to promote economic development? Although much could be said in answer to this question, the bottom line is generally the argument that having the wrong institutions will not provide optimal incentives to individuals, firms, financial institutions, and even nations, and as a result economic growth will not be stimulated or will be anemic at best. Certainly there is much to be said for this argument, and China's experience in the era of planned socialism provides copious examples of the economic damage and waste caused by bad institutions and the poor incentives they provided (see again Naughton 1991).
However, there is continuing debate about what the right institutions are. One influential listing (Williamson 1990 ) was termed the "Washington consensus" because it reflected the neoliberal economic thinking prevalent in the World Bank and the United States government at the time. The consensus consisted of a list of ten recommended economic policies/institutions: fiscal discipline, progrowth expenditure priorities, tax reform, liberalizing interest rates, a competitive exchange rate, trade liberalization, liberalization toward inward foreign direct investment, privatization, deregulation, and private property rights.
However, recent assessments (Rodrik 2008 , Stiglitz 2008 argue that the countries that went furthest in implementing Washington consensus reforms, primarily countries in Latin America, had worse economic records after these reforms than prior to them and also worse records than countries that did not follow the Washington consensus approach. This outcome throws into serious question the idea that such a one-size-fits-all set of institutional arrangements can lead to growth in every country, not to mention the notion that neoliberal approaches to economic management are now universally triumphant (Fukuyama 1992).
Despite such doubts, there is much more agreement on the importance of secure private property rights as a vital prerequisite for economic development. As summarized recently by Acemoglu et al. (2005, p. 395; see also de Soto 2000), good economic institutions are defined "as those that provide security of property rights and relatively equal access to economic resources to a broad cross-section of society." However, the problem when this idea is applied to the Chinese economy since 1978 is obvious. China has certainly been ardent in pursuing some items on the Washington consensus list, such as a progrowth investment policy and liberalization toward inward foreign direct investment. However, in other respects, and particularly in regard to the key issue of private property rights, the Chinese have persisted in getting the institutions wrong, and yet the economy has continued to boom. How can this success be explained?
Before attempting to address this question, a brief discussion of the nature of property rights in China today is in order (for fuller discussion, see Oi & Walder 1999 ). There are multiple other domains in which China also departs from lists of the right institutions to promote development (such as by state management of currency exchange rates), but given the key place in orthodox economic thought of private property rights, we set those other domains aside here. The situation of property rights differs in rural versus urban China. In the countryside, decollectivization of agriculture in the early 1980s restored family farming, but families did not receive private property rights to the land they cultivated, which remains the collective property of the villages in which they live. Instead the land was divided up and leased out to local families, with leases since 1994 extended to 30 years. The national policy Williamson (2008) contends that Stiglitz and others misinterpreted his list as neoliberal market fundamentalism and that Latin American countries that performed poorly had actually failed to adopt key provisions in his list. He also acknowledges that his list omitted other important elements that can foster development, such as a priority on social equity.
is that the leased plots should not be readjusted during the lifetime of the contract, with leases inheritable by subsequent generations. One might see the government's rural land policy as attempting to promote something close to secure private property rights, but without taking the final step of providing full legal title in perpetuity. However, the complication in reality is that in many villages in China local leaders and farmers defy central policy by periodically reallocating village land-particularly to compensate for changes in family size and labor power attributable to births, deaths, marriages, and out-migration, but also to serve other goals, such as sanctioning compliance with other policies, such as family planning (see Brandt et al. 2002 , Prosterman 2001 . So, in fact, in many villages Chinese farmers have no guarantee that they will continue to be farming next year all the plots they farm today, although existing research suggests that a majority of farmers favor rather than oppose these periodic reallocations (see Kung & Liu 1997) .
However, there is another growing threat to the land rights of China's farmers that is much more contentious. Rural officials in increasing numbers of villages are entering into business deals with outside developers to lease out village land for use in constructing housing estates, shopping malls, or factories, with farmers launching protests when they feel they have not been properly consulted and compensated in these deals (O'Brien & Li 2006) .
In sum, China's agricultural land has still not been fully privatized even 30 years after the launching of market reforms.
10 Full private ownership is, however, present in other spheres in the rural economy, including housing and family-run and privatized TVE businesses, 10 In October 2008, an important meeting of the CCP took place devoted to rural land tenure issues. At that meeting, land use contracts were extended beyond 30 years (perhaps even indefinitely) and markets for the sale and exchange of such rights were authorized, although still without providing China's farmers with full legal title to the land they till. It remains to be seen whether the conclusion offered here will continue to be the case, or whether further steps toward privatization of agricultural land will be taken and implemented.
although with the usual caveat about the relative weakness of Chinese courts and other legal institutions in providing protection to property owners.
In the cities, the situation is more complicated. Land remains state property, but again available for long-term lease for housing, business, and other purposes. China's dual track approach to reform initially rejected privatization of state-owned economic enterprises that were the legacy of the era of planned socialism, unlike the strategy in the former Soviet Union and Eastern Europe. However, private enterprises could be established from the 1980s onward, and foreign enterprises were welcomed into China and able to operate not only as joint ventures, but also as majority foreignowned firms, in some cases even with 100% equity stakes. However, initially in the 1980s there were sharp limits on how many employees could be hired by a domestic private firm, and legislation to fully proclaim the rights to private property in such businesses was not adopted in China until 2007. Despite these restrictions and uncertainties, China's private and foreign-owned sectors of the economy grew rapidly over the years, while the share of output and employment associated with state firms declined.
11
As a result of the more extensive set of reforms launched in 1994, China's state-owned enterprises eventually began to experience at least quasi privatization, but this process still leaves the state in a dominant position in most instances. In some cases, faltering state-owned enterprises were merged or sold to private individuals or companies or even closed down, rather than being continually propped up with bank loans. Stock markets were established in Shanghai and Shenzhen starting in 1990, enabling individuals, other firms, or in some cases 11 The numbers of workers and employees in state firms declined from a peak of around 110 million in the mid-1990s to only a little over 60 million in 2007 (according to China's online national statistics, available at http://chinadataonline.org.ezp-prod1.hul.harvard.edu/ member/macroy/macroytshow.asp?code=A0202).
even foreign individuals and firms to buy shares and establish a substantial ownership stake in many Chinese state companies. However, generally only certain types of shares are freely traded, while others, generally a majority stake, remain in the hands of the state. So in urban state enterprises as well as in agricultural land, full privatization and the establishment of secure private property rights are still being resisted and restricted.
So if in regard to the issue of private property rights China has persisted in getting the institutions wrong, why is economic growth in China showing so few signs of the economic harm that the experts say this should cause? Several circumstances may help explain this paradox. First, although there have been and remain restrictions on the realms to which private property rights apply, in general the state has moved consistently in the direction of further expansion of private enterprise and ownership, rather than backtracking and launching renationalization of private assets as might have been feared. In fact, as noted earlier, in the case of agricultural land the state has tried to foster changes in the direction of firmer property rights and has been thwarted. So in some ways the record of state actions in China after 1978 displays a commitment to markets and proper incentives that would presumably please Adam Smith, despite the fact that these are the acts of lifelong communist bureaucrats. The Chinese case indicates that viewing economic guidance as being provided by markets versus by governments can be highly misleading, given that a developmental state can play a key role in fostering market distribution and competition.
A second consideration is that fairly quickly the prospects of dramatic profits and personal enrichment through private business and the lure of profits to be made by foreign firms in the vast China market reassured potential entrepreneurs and investors that they could recoup their investments in only a few years. This was in contrast with the decades of stagnant incomes of the Mao period. Thus, individuals and foreign firms found the risks of long-term threats to their property stake worth taking. A final consideration concerns relative expectations. If you have been living in a strict socialist economy in which you have no productive property from which you can profit at all, even the fuzzy, imperfect, and perhaps temporary property claims established as a result of the reforms may provide all the incentive you need to use that property for personal gain in a highly energetic fashion (Oi 1992 ; see also the discussion of Chinese "fuzzy property rights" in Ho 2001 , Sanders & Chen 2005 .
These considerations suggest that the attention focused on secure private property rights by most institutionalist theorists of development is misplaced. Having secure rights in my property may do little to foster development if there is no structure of opportunities and incentives in the larger society to induce me to use my property in an increasingly productive way, or if a few established economic actors monopolize available opportunities. On the other hand, a sufficiently conducive structure of opportunities and incentives throughout society and intense competition to gain access to such opportunities may induce me to work harder, innovate, take risks, and be more entrepreneurial in general, even if I have some uncertainty about how secure my private property rights are. Walder & Oi (1999) refer to this situation as the "utility of suboptimal solutions." (Huang 2008 refers to this syndrome of improved but still insecure property rights as "directional liberalism.") If this reasoning is accepted, then private property rights are not so important per se, but only as one institutionalized option (although a common and often very powerful one) for fostering positive development incentives and opportunities for individuals, families, and firms. In short, even though China has not provided secure private property rights, the overall improvements in competition, opportunities, and incentives that are intended to foster hard work, entrepreneurship, and innovation are sufficiently strong that they provide economic dynamism in China that secure private property rights alone could not provide (see a similar conclusion in Rodrik 2007).
CONCLUSIONS
In this review, I have considered four paradoxes that lead one to expect that China after 1978 could not be very successful at economic development. In each case, I have tried to explain how and why China's economic performance contradicts these expectations. Explaining why China did not fail at development after 1978 is not the same as explaining why she succeeded, although parts of the story are embedded in previous sections of this review. Although debunking four kinds of conventional wisdom about development is the main purpose of this article, in closing I briefly sketch, but do not elaborate here, some of the additional contributing factors to China's success. (These points are drawn from a related paper, Whyte 2007 , in which they are developed and discussed at greater length).
China's traditional cultural legacy provided fertile ground for recent economic development and market competition in a number of respects:
1. centuries of familiarity with a social order with great inequality but few barriers to social mobility, and with high actual geographic and social mobility rates; 2. strong family traditions of emphasizing education (but primarily for sons) and the pursuit of economic betterment for the family; 3. centuries of familiarity with marketing, private business activity, forming partnerships, commercial contracts, and other practices of a modern market economy; 4. the availability of many more natural resources than are possessed by other East Asian states (although not enough to encourage reliance on raw material exports as a growth strategy); 5. a large population size that could provide the basis for robust domestic market demand once disposable incomes increased, thus making reliance on production for export less central to economic growth over time.
Despite monumental errors, China's years under centrally planned socialism provided some positive foundations for subsequent economic growth as well, including the following: 12 sharply increasing the size of the labor force relative to the total population; 12 Contrary to popular belief, most of China's fertility decline preceded the launching of the one-child policy in 1979. About 80% of China's fertility decline (from a total fertility rate of 5.8 in 1970 to only about 1.6 today)occurred as a result of the already highly coercive family planning policy of the 1970s, which was launched with Mao Zedong's approval (see Wang & Mason 2005 , Greenhalgh & Winckler 2005 ). The one-child policy was launched partly to keep fertility rates from rising again, but also to try to drive fertility rates below replacement level in order to pursue an extraordinary goal of 8. the absence of substantial foreign debts, providing China with much more flexibility in designing economic policies than most developing countries have; 9. finally, the fact that socialism lasted only a generation , unlike in the Soviet Union, so that memories and experiences of operating in a market society were still present in the population and could be revived.
At the same time, the legacy of economic mismanagement, distortions, and the rigidity of the Chinese socialist system left major problems that had to be overcome after 1978. However, several of these had the potential to provide positive contributions to China's subsequent development in a reaction formation fashion:
1. having a large portion of the population, particularly the roughly 80% still residing in rural areas, who had been consigned to almost feudal subjugation in the planned economy and who were thus eager to take advantage of any new market opportunities; 2. an extraordinary accumulation of consumer frustrations, typical of but perhaps even more extreme than in other planned economies, producing strong domestic demand for goods and services that socialism had not provided, thus helping to create strong market incentives for TVEs and other new but initially not very efficient market-oriented businesses; 3. a substantial discrediting of the symbols, slogans, and institutions of socialism produced by the chaos of the Cultural Revolution (1966 Revolution ( -1976 , making it easier for Chinese at all levels to embrace previously denounced market practices and symbols.
Then, in terms of the post-1978 changes and strategy, in addition to the thorough overhauling of the state administrative system and the fundamental reorientation from a Soviet-style eventually reducing China's population below its 1979 level (Greenhalgh 1995 This list is selective rather than exhaustive, but it is intended to convey the complexity of the contingencies and factors that have contributed to China's extraordinary economic boom over the past three decades. China's economic success was unanticipated, and it depended on a large number of factors, changes, and contingencies. Some of those, such as the demographic dividend and China's low labor costs, are now becoming less operative, with Vietnam and other even poorer countries only too willing to take business away from China. At the same time, a variety of other factors could arise to threaten China's economic progress, such as a weakening of economic demand in the West, environmental crises or political instability in China, and mismanagement of the remaining state sectors of the economy. The onset of the global financial meltdown late in 2008 posed a severe test of the ability of China's leaders to sustain the extraordinary growth record of the past three decades. One has only to look at Japan since 1990 to see how an East Asian economic miracle can cease to be very miraculous. Although China's leaders will do everything they can to try to keep their economy growing rapidly enough to generate robust increases in employment and living standards, not to mention continued popular acceptance of CCP rule, it is by no means obvious that China's extraordinary boom for the last three decades can be sustained in the future.
In terms of generalizations for economic development prospects elsewhere, the implications of China's economic boom are mixed. The clear evidence that China provides that there is no single development strategy or set of institutions that have to be adopted everywhere to foster development should be encouraging. Rather than copy the "best practice" used elsewhere, it would be more productive to conduct a realistic analysis of the current resources and capabilities in any particular poor country and study how these relate to the prevailing constraints and opportunities in the global economy. Such an analysis will determine how to overcome the primary obstacles to growth in that country and how to take maximum advantage of current opportunities (see Hausmann et al. 2008 , Lin 2007 . But this conclusion also means that it will not be very productive to study the Chinese model in order to figure out how to replicate China's success in country X. The factors that have made China so unexpectedly successful at economic development since 1978 are multiple and complex, and many of them turn on deep-rooted historical characteristics or fortuitous timing that cannot readily be duplicated. This conclusion may be more discouraging for other developing societies. They can take heart from the fact that it is still possible for a poor country to change its economic fate and dramatically improve its economic performance, but each must find its own path to do so, rather than simply copy China.
